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THE MASSACHUSETTS CASE 
Today most states find themselves pinched for adequate tax revenues. State tax 
collections averaged 15.0 per cent higher in fiscal 1956 than in the previous year, 
and expenditures rose 15.2 per cent. Local tax revenues rose an estimated 38.8 per 
cent. The cost of administering current programs is rising rapidly, and there are 
demands for new and improved state services and for aid to local communities 
pressed for new schools. 
The problems of state and municipal finance in New England are not intrinsically 
greater than in the other 42 states. But resolutions of the problems are more urgently 


required. The manufacturing economy of New England is already laboring under 
the competitive disadvantages of lack of locally available raw materials and con- 
sequent high fuel, power and transportation costs. It cannot afford the additional 


man-made handicap of’ tax and spending programs that are anything less 


than 
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gcrowth of 
activity. Fiscal policies that retard economic 
growth will create yet more severe fiscal 
problems. 


While studies indicate state and local 


taxes are seconaary 
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considerations in the rational 


selection of industrial sites, they can be decisive 
in a firm’s selection between two or three other- 
wise best alternative sites. 

The prosperity and growth of each of the 
New i 
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ana states Ils important to each state in 


To a surprising extent, businessme1 

region attribute the achievements 
and failurcs of the individual states to the whole 
economy of New England. The whole region, 
thereiore, will be affected favorably or adversely 
l vact of state and municipal finance on 
economic growth in Massachusetts. At least a 
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state and local government services 


and fLacilities are essential to stimulate manutfac- 


turing growth. But the adverse effects of govern- 
ment finanee on manufacturing arise from taxes 
levied to p:.y for these services. This article ex- 
amines the i:npact 


of Massachusetts’ tax structure 
on its econonic growth. While this relationship 
is not subject to precise measurement, it is pos- 
sible to make comparisons and indicate relative 
attractiveness 10 business growth. 


Massachusetts Taxes 

Massachusetts is already widely known among 
businessmen as a high-tax state, and tax rates 
are frequently cited as a reason for not establish- 
ing plants, offices or other facilities in the state. 
Therefore, the threat of yet higher taxes, if they 
will be reflected in higher business costs, is not 
encouraging to the state’s future development. 
Yet during the past fiscal year Massachusetts’ 
net direct debt rose by $102 million, 2s per 
cent, and state tax collections rose 11 per cent. 
Property taxes, collected by the towns and cities, 
were up 12.7 per cent in 1956. Estimates of the 
state government current revenue deficit for the 
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Capita local gover niment lax Coil ect 
levied almost entirely against property includin 
motor vehi cles, were 50 per cent above the na- 
tional average, and per capita total local and 


state taxes were 24 per cent above 


the nauonal 
average. 


states with nleh per capita personal income 
are the more industrialized and u s 
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their citizens may demand and be willine to 

pay for more and better service. “Lax collections 

as a portion OL personal income are also a meuas- 
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ure of tax burden. 


collections in Massachusetts per thousand dollars 
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Combined state and local tax 
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of personal income were 16 per cent above 


tite 
national average. Of its principal ial 


industrial 
com} petitors, only South Carolina’s $39.79 per 


thousand dollars of personal income was as } 





while the corresponding ngure was Only 309/.9: 


for Ohio and $62.05 for Pennsylvania. 

Thus, the 1953 tax burden in Massachusetts 
was greater than in most comparable industrial 
states. 


From 1953 to 1956 state and local tax 


collections in Massachusetts have risen 23 3 


Bh op 
cent, only slightly less rapidly than the estimated 
national figure of 24 per cent. Personal income 
in Massachusetts has been rising less rapidly 
than in the nation, 7.6 per cent versus 8.2 per 
cent from 1953 to 1955. As a result, Massachu- 
setts’ relative tax burden is 
greater now than in 1953. 
In addition to looking at total tax collections, 
it is necessary to examine the particular taxes 
levied to see if the 
excessively 


/ 


probably slightly \ 


tax structure is such as to 


burden business and thus hinder 


écononiic growth. 
Personal Income 
Personal income tax rates in Massachusetts 
are especially onerous on those who receive 
income from invested funds. Such income, as 
well as capital gains on intangibles, is 
at the rate of 7.38 per cent. 
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of its eilect on attracting high-salari 
nel seem to be real, although per 
tional,” causes of some facilities not being lo- 
cated in Massachusetts. This is a case where 
emotional reaction to a tax may influence eco- 
nomic behavior far in excess of what seems 
reasonable in view of the dollar and cents 
amounts involved. While after-tax incomes from 
the same salaries might be just as large in Massa- 
chusetts as elsewhere—because other taxes would 
be higher or new ones imposed if there were no 
income tax, and state income tax payments are 
deductible in computing Federal income tax lia- 
bility—these arguments are likely to have little 
inlluence in offsetting antagonism aroused by 


the peculiarities of the Massachusetts income tax. 


Corporation Excise Tax 
The Massachusetts corporation excise tax has 
often been criticized for its complexity, cost of 
computation, and uncertainty as to the amount 
of tax due. The law requires the computation 
of tax liability three ways, and payment of the 
largest of the three amounts obtained. 
Two of the formulas for computation of tax 
due are: one-twentieth of one per cent of Massa- 


Cy 


chusetts gross receipts; one-twentieth of one per 
cent of the value of the capital stock. 

The third formula, and the one which usually 
yields the highest tax lability, is a combined 
income tax and tax on corporate wealth. There 
are also several alternatives to be computed in 
determining one’s liability under this formula. 

Corporate profits before Federal taxes are 
taxed at the rate of 6.765 per cent, including 
surtax. The tax on wealth is at the rate of $6.15 
per thousand, including surtax, and 1s paid on 
whichever of two measures is greater. Usually 
the larger measure of wealth is the corporate 
“excess,” but if the value of tangible personal 
property not taxed locally is greater than the cor- 
porate “excess,” the tax is levied against such 
Manutacturers pay local taxes only on 
real estate and motor vehicles. 


property. 
Nonmanutfac- 
turers are also taxed locally on machinery. 
Corporate “excess” is defined as “the fair value 
of its capital stock” less certain deductions. There 
are again two formulas for determining ‘“‘fair 
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If the entire corporation excise tax 


% 1S regvaraea 
as a tax on income, the rate of taxation will vary 
with the level of employment and profits. For 
all firms whose excise tax bill was based on in- 
come plus “excess” or tangible personal property, 
the rate of taxation of income before Federal 
taxes has fluctuated between a low of 9.5 per 
cent in 1952 and a high of 10.8 per cent in 1955 
and 1956. 

The differences in the impact of this tax upon 
different types of business are substantial. A sur- 
vey of tax returns for 1949, when the income tax 
levy was only 6.21 per cent, showed that the 
average manufacturing firm’s total corporation 
excise tax was 8.5 per cent of income. Retail, 
wholesale and service businesses paid a slightly 
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after the payment of Federal taxes, thus giving an etffec- 
tive rate of less than 4 per cent, while Wisconsin allows 





the deduction of Federal taxes up to 10 per cent of 
income, so that its rate of 7 per cent comes to a maxi- 
mum of about 6.3 per cent of net income. 

Based on 1953 assessed value of properties of manufac- 
turing firms of $423,355,330, state-wide ratios of property 
taxes levied to assessed value, and collections from “excess” 
and tangible property sections of corporation excise tax, 
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potential tax bills if their plants 
cated in other states. Seven states were selected 
for comparison. In order to include local taxes, 
a specific city was selected in each state. 

Table III shows that the total tax burden for 
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The most detailed study of Massachusetts 
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Study Committee (The Tax Problem, May 1953). 
Massachusetts, Report of the Special 
Commission on Taxation, Part IV (House, No. 2611, 
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Manufacturing Trends in New England 
The Paper and Allied Products Industry 


New England’s paper and allied products in- 
dustry has expanded output more than 25 per 
cent in the past seven years. That rate slightly 
exceeds the all-manufacturing growth in New 
England but falls short of the expansion rate in 
the United States counterpart industry. As of 
November 1956, the New England industry had 
posted a 12-month gain of three per cent con- 
trasted with a United States gain of two per cent 
for the same industry. 

These findings are the first results of the new 
regional index for the New England paper and 
allied products industry released in the January 
New England Business Review. Previously, the 
most comprehensive indicator of trends in this 
industry was tonnage output data for paper and 
board mills. Those statistics do not include the 
output of mills producing glazed and coated 
papers, envelopes, paper bags, paperboard con- 
tainers and boxes, pulp goods and miscellaneous 
products, and they only indirectly measure the 
output of pulp mills. Also, these tonnage 
figures are not weighted by value of product. 

The new index overcomes these defects. It in- 
cludes all subgroups in the paper and _ allied 
products industry and is weighted by the rela- 
tive value of each product. It will be available 
on a seasonally adjusted basis about four weeks 
after the end of each month. 

This index was constructed by gathering value 
of output data and kilowatt hour and man-hour 
input data for the years 1950-1954 from firms 
accounting for over 35 per cent of total output 
in the industry in New England. From this data, 
a formula for estimating output from kilowatt 
hour and man-hour input was determined by 
statistical analysis. 

Electric utilities and the Federal Reserve 
Bank of Boston now collect kilowatt-hour data 
from firms using almost half the electrical energy 
consumed in the paper and allied products in- 
dustry in New England. State agencies and the 
Soston office of the Bureau of Labor Statistics 
gather man-hour statistics from firms responsible 
for well over half the total employment in the 
industry. This data is inserted in the estimating 
equation to calculate the monthly index of out- 
put which is subsequently adjusted for the nor- 
mal seasonal variation in output. 

This seasonal adjustment calculation is par- 
ticularly significant in September, October, No- 
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vember and July. In the fall, production is 
usually three or four per cent above the monthly 
average for the year; in July, when mills shut 
down for annual maintenance work, production 
normally slumps by more than seven per cent. 


Growth in New England 


Production has increased slowly in Massachu- 
setts compared with the region as a whole. Ex- 
cluding Massachusetts, growth in the remaining 
five New England states has approximated the 
national growth rate. Although output in New 
England’s paper industry declined last fall, the 
index for each month in 1956 was higher than 
for every corresponding month in 1955. The 
expansion programs of pulp and paper compa- 
nies in northern New England—particularly in 
Maine—may be credited for this good showing. 

With one exception during the last seven 
years, this industry has had a record of stability 
in New England. That exception was in 1951-52. 
During a 12-month period beginning May of 
1951 many buyers of paper and paperboard and 
their many products liquidated a large fraction 
of the inventory they had accumulated in the 
previous two years in anticipation of wartime 
scarcities. In contrast, during the slight recession 
in 1954, production in Massachusetts declined 
slightly, but the index of production for the re- 
gion as a whole did not falter. 





INDEXES TO BE REVISED 


Revised data for both the Massachusetts and New 
England manufacturing indexes will be published in 
a forthcoming Business Review. This revision will 
incorporate changes of two types. Most industries 
will be affected by use of new benchmark data cover- 
ing man-hours worked in Massachusetts. The re- 
vision will affect the level of the indexes back as 
far as January 1954, 

The revised data will also reflect an improvement 
in the basic techniques of establishing industry bench- 
marks, The present output series is calculated from 
kilowatt-hour and man-hour relatives on a 1950-52 
base. Because the estimating equations are not homo- 
geneous, the resultant output index may not average 
out to 100 for the 1950-52 period. The revised data 
will be recalculated on a 1950-52 base to permit 
direct visual comparison with other series having the 
same base period. 
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